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Summary

This report examines evidence of Michigan’s continuing economic transition and
considers the state’s capacity to reinvent itself by replacing its 20th century industrial
economy with a 21st century knowledge economy.

There is no question that Michigan’s economy today is suffering, due largely to
the loss of market share among the Big 3 U.S. automotive companies and the ripple
effects of that downturn, as well as the loss of manufacturing jobs in general. There
has been a full and nearly constant supply of bad economic news in Michigan since
2001, filling newspaper headlines and leading to a public sense of economic devasta-
tion. A recent report on similar problems in the wider Great Lakes region argues
that “attitudes influence success” and that “for too long, this Great Lakes Region has
accepted and even amplified its own down-at-the-heels image. Short-term economic
stories of chaos, loss, and grim statistics have been given pride-of-place in the media,
in divisive political squabbles, and in antagonisms between labor and management.
So often repeated is the pessimism that it is taken for granted as the ‘real’ story ..”
(Plante & Moran 2007, p2). The report notes that “voices attempting to point out real
advantages to the region have been swallowed up and muffled beneath drum beats of
doom” (Plante & Moran 2007, p2).

Whereas the overwhelmingly negative portrayal of Michigan’s economy over the last
half-decade has resulted in a public sense of gloom and self-doubt, this report presents
evidence of numerous positive developments occurring in the state economy, and
argues that Michigan has significant capacity to continue making positive steps toward
establishing a knowledge economy. While there are certainly long term struggles yet
to come, there are also signs that Michigan is navigating a historic transformation be-
tween economic models, as its former industrial foundation gives way to the nascent
growth of a post-industrial knowledge economy.

Many promising policy recommendations designed to foster economic growth
and the transition to a knowledge economy have been proposed recently by others
(Michigan Future, Inc. 2006; Hollins et. al. 2006; Bartik et al. 2006; Drake 2006).
Rather than repeating those recommendations, the intent of this report is to promote
a better understanding of the economic transition underway in Michigan, by examing
the positive outcomes occurring now, as well as the state’s capacity to continue the
transition toward a knowledge economy. The recent one-sided focus on only the
negative aspects of the state’s economy has been counterproductive. It is time now to
look not just at the state’s job losses, but also at its areas of growth.

Note: This 2nd version of the report uses Census Bureay firm and establishment data through 2002 rather than 2004, as in the original version
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Introduction

Michigan is in a period of historic
economic transformation. Once a world
economic leader based on a manufactur-
ing and industrial foundation, Michigan
is now being ravaged by its own legacy
costs, globalization and increased com-
petition. Where manufacturing once
drove the state’s economic expansion
and growing prosperity through much of
the 20th century, it has since become a
brake on the state’s economy, with mas-
sive job losses beginning around June
2000. Due primarily to the loss of market
share among the Big 3 domestic auto-
makers (Bartik et al. 2006; Drake 2006;
Johnson 2006) and other manufacturing
losses, hundreds of thousands of low-skill
high-paying factory jobs have since been
shed, leaving a sense of economic collapse
which has been highlighted repeatedly
across the state’s media outlets.

Years of bad economic news — a slow-
motion economic train wreck unfolding
before the citizens’ eyes - have dominated
the headlines and framed the political
and policy debates surrounding ques-
tions of economic development strategy.
Although previous recessions (especially
that of the early 1980%) hit the state hard,
for much of the last century Michigan
had been an economic power, bringing a
sense of economic might and supremacy.
Michigan’s recent economic troubles
have replaced that view in many quar-
ters with a self-image of Michigan as a
rust-belt economic wasteland. Terms like
“economic meltdown” (Schmid 2006)
have highlighted the media coverage
and reinforced the widespread sense of
gloom.

Meanwhile, two new points of consen-
sus have emerged among leading analysts:
first, Michigan’s 20th century economic
model is no longer viable and the only
hope for a prosperous future is one based
on a knowledge economy in place of
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yesterday’s industrial economy; and sec-
ond, a critical component in establishing
a sustainable and successful knowledge
economnty is human capital, a critical mass
of individual talent based in a cultural
context that promotes education and
life-long learning, entrepreneurialism,
innovation, risk-taking, and commit-
ment to diversity (Hollins III et. al. 2006;
Michigan Future, Inc. 2006).

Unfortunately, many analysts argue
that Michigans previously functional
economic culture has long since evolved
into a dysfunctional entitlement mental-
ity, where workers expect to have high-
paying secure jobs without the need for
higher education. Michigan battered
economic culture appears at first ill-suited
for success in a 21st century knowledge
economy, which requires a motivated and
educated workforce suffused with a spirit
of entrepreneurialism, a sense of personal
responsibility for one’s own economic
future, a penchant for risk-taking, a love
of life-long learning, and an openness to
other cultures. The culture required for
the new economy is one of optimism
and hope. Unfortunately Michigan seems
mired in a counterproductive culture of
negativism, driven on by a constant focus
on the forces of economic destruction in
the manufacturing sector.

The question now is whether the state
can move forward given today’s environ-
ment of gloom. Are there only forces of
economic destruction at work in Michi-
gan, or is a new economy already begin-
ning to grow? Are there signs for hope
in Michigan’s future? Are there successes
upon which to build? And does Michi-
gan have the capacity to reinvent itself for
success in a knowledge economy?

Despite the still unfolding train wreck
that must be part of the transition away
from the industrial economy of the
past, there is in fact evidence of a new
economy slowly taking root in the state,

as presented below.

Growth Amidst
Destruction

Like a forest that regenerates itself first
with ground cover and saplings after
a fire, the state economy is slowly, and
somewhat haltingly, showing signs of
emergent new growth amidst the losses
in the manufacturing sector. Looking
back to a period covering the last ten
years, employment figures from the U.S.
Bureau of Labor Statistics (BLS) show
evidence of growth in the new economy
sectors (generally identified as those re-
quiring higher than average levels of edu-
cation and offering higher levels of pay,
such as the sectors of financial services
and insurance, professional, scientific and
technical services, educational and health
services, and business support services).
The BLS data presented below and
summarized in Table 7 show Michigan
employment growth in areas such as fi-
nancial services, professional and business
services, educational and health services,
religious, grantmaking, civic, professional
and similar organizations, as well as in
other sectors. While Table 7 shows that
this employment growth has lagged that
of the nation at-large, nonetheless these
figures show growth in new economy
sectors during this period of manufactur-
ing decline. In addition, using data from
the U.S. Census Bureaus County Busi-
ness Patterns survey, there is similar evi-
dence of growth in the number of firms
and establishments in Michigan between
1998 and 2002 across a number of these
new economy sectors.

EMPLOYMENT FIGURES

MANUFACTURING

Job losses in the manufacturing sector
provide the main story, and the head-
line fodder, in the drama of Michigan’s

economic transition. Since its recent
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Table 1. Employment Percentage Changes in Michigan’s‘Manufacturing Sector

Overall

Sector and Industry Descriptions
Manufacturing®
Motor Vehicle Manufacturing

%change 1997 1998 1999 2000 2001

1.03 -0.34 -1.22 -11.37

2002 2003 2004
-4.27 -5.88 -1.74

-1.25 -5.71 9.43 -10.87

-4.83 -7.13 -6.64

A0 22205 113

279 746 598 462

Source: U;S. Bureau of Labor Statlstlcs, Current Employment Statistics'series: Figures represent the percentage change in employment for the period from Decémber
of the previous year to December of the given year. Green figures indicate year-over-year growth, red figures indicate year-over-year decline: * indicates seasonally
adjusted data; otherwise data'is not seasonally adjusted.
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employment peak in July 1999, the man-
ufacturing sector has shed over 274,000
high paying jobs, many of which required
little or no higher education. Dominating
the headlines, these losses have overshad-
owed other economic news and helped
drive the sense of economic despair in
the state. These losses have occurred in
almost all of the industries classified in
the manufacturing sector, especially in
Michigan’s bedrock automotive indus-
tries as shown in Table 1.

As described by Dana Johnson, Chief
Economist at Comerica Bank, direct job
losses in the automotive industry also
result in significant indirect job losses
through a “multiplier” effect. According
to Johnson: “Not only have the auto
companies reduced their purchases of all
sorts of goods and services throughout
their extensive supply chains, but also
autoworkers who have lost their jobs or
seen their incomes slashed have had to
reduce their spending. In this manner, the
cutbacks in autos have rippled throughout
the state economy” (Johnson 2006, p.1).
Jobnson uses a conservative multiplier
effect of 3, meaning that for each auto

Sector and Industry Descriptions
Financial Activities Sector*
Finance & Insurance
Insurance Carriers & Related
Credit | diation & Related
Source: U.S. [ 5 urre
of the previous year to December of the given year.

industry job lost an additional 3 other
jobs would also be lost in other sectors
(other manufacturing, retail, restaurants,
construction, etc.). And inversely, it could
be expected that absent these enormous
manufacturing job losses, the state’s other
sectors would be growing at a faster
clip than they have been. According to
Johnson, if “... employment in the auto
sector had held steady over the past 12
months, employment in Michigan would
have risen by 66,000 instead of fallen by
27,000.That would have resulted in a 1.5
percent increase in Michigan payrolls,
which would have matched the national
rate of increase ...”" (Johnson 2006, p. 1).

FINANCIAL ACTIVITIES

Meanwhile, against that massive tide of
manufacturing job losses BLS employ-
ment figures show long-term positive job
growth in a number of the new economy
sectors (although usually at rates below
the national average, due at least in part

-to the negative manufacturing losses

multiplier effect outlined above). For
instance, Michigan’s Financial Activities
sector has had employment growth in 7

Table 2. Employment Percentage Changes in Michigan’s Financial Activities Sector

Overall
%change 1997

of the last 10 years (see Table 2), resulting
in approximately 12,000 new jobs (Table
7). Although the 10-year cumulative
employment growth rate in this sector is
only 5.9 percent (compared to 19.6 per-
cent for the nation at-large, as shown in
Table 7) it is nonetheless positive growth
in an important new economy sector.

When looking in more detail at in-
dustries classified within the Financial
Activities sector, a similar pattern is found
for the Finance and Insurance industry
subset of the Financial Activities sector:
employment gains in 8 of the last 10
years with overall growth of 7.2 percent
between December 1996 and December
2006. Drilling down further into the data,
similar patterns of uneven, yet overall
growth, are found in the industry sub-
classifications of Credit Intermediation
and Related Activities (gains in 4 of the
last 5 years, overall growth of 3.9 percent),
and Insurance Carriers and Related Ac-
tivities (gains in 5 of the last 10 years with
overall growth of 5.5 percent).

While the uneven nature of this
growth is evident, with gains followed by
losses and then more gains, the data still

2002 2003

: p
Green figures indicate year-over-year growth; red figures indicate year-over-year decline, dashes indicate unavail-
able data. * indicates seasonally adjusted data; otherwise data is not'seasonally. adjusted: :
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Table 3. Employment Percentage Changes in Mlchlgan S Professnonal and Busmess Servu:es Sector

Sector and Industry Descriptions

Professional & Business Services Sector®

Accounting, Tax Prep., Bookkeeping & Payroll

Management, Scientific & Technical Consulting
Admin. & Support & Waste Mgmt. Services |

Employment Services

Scientific Research & Development Services
Other Prof., Scientific, & Technical Services |

) BusmessSupportSerwces

Source::U.S: Bureau of Labor Statistics,
the prévious year to December of the giy

%change 1997

2004

data. * indicates'seasonally adjusted data, otherwise data is not seasonally adjusted,

o

o

point to overall patterns of modest job
growth in this new economy sector over
the last 10 years. The fact that these gains
are happening at all during this period of
enormous contraction in the state’s bed-
rock automotive manufacturing sector is
noteworthy.

PROFESSIONAL AND BUSINESS SERVICES

Looking at other new economy sec-~
tors, employment figures for the Pro-
fessional and Business Services sector
show job gains in 7 of the last 10 years,
including 3 straight years of gains since
December 2003 (see Table 3). Although
employment in this sector was lower at
the end of 2006 than in 2000, the 10 year
period ending in 2006 still shows overall

Table 4. Employment Percentage Changes in'Michigan’s Educational and Health Services Sector

Sector and Industry Descriptions
Education and Health Services Sector*
Educational Services
Elementary and Secondary Schoels
Colleges, Universities and Professional Schools
Health Care and Social Assistance
Offices of Dentists
Ambulatory Health Care Services
Offices of Physicians
Offices of Other Health Practitioners
Home Health Care Services
Hospitals

of the prev1ous year to December of the given year. Green figures indicate year over-year growth, red figures indicate year-over-year decline; dashes-indicate unavail:
data: * indicates seasonally adjusted data, otherwise data is not seasonally adjusted.

able

job gains of 7 percent over the decade,
resulting in approximately 39,300 ad-
ditional jobs (Table 7). When looking in
more detail, the industry of Accounting,
Tax Preparation, Bookkeeping and Pay-
roll Services has experienced job gains in
6 of the last 10 years, with overall gains of
5.7 percent since December 1996. Man-
agement, Scientific and Technical Con-
sulting Services has shown employment
increases in 5 of the last 10 years (plus
1 year of neither gains nor losses), with
overall growth of 27.3 percent between
December 1996 and December 2006.
And the industry classified as Scientific
Research and Development Services has
had substantial growth in 2 of the last 5
years, with overall employment levels up

Overall
% change 1997

0.20

1998
-0.47

1999
1.48

2000
2.40

2001
3.12

Current Employment Stanstlcs series:: Figures represent the percentage change in employment for the penod from December of
en year. Green figures indicate year-over-year growth, red figures indicate yéar-over-year decline, dasl

s indicate unavailable

3.8 percent in the last half~decade. Other
industries with long-term growth pat-
terns include Other Professional, Scien-
tific and Technical Services (growth in 4
of the last 5 years and overall gains of 8.7
percent), Administrative and Support and
Waste Management and Remediation
Services (growth in 7 of the last 10 years;
overall gains of 19.1 percent), Employ-
ment Services (growth in 5 of the last 10
years; overall gains of 17.3 percent), and
Business Support Services (growth in 4
of the last 5 years; overall gains of 43.4
percent).

EDUCATIONAL AND HEALTH SERVICES

Employment has increased in the last
8 straight years in the sector of Educa-

2002
3.27

2003
2.04

2004
230

2005
3.17

7.13 0.00 3.04 314 11.09

9.66 7.05 6.72 1.67

0.53 6.81 441 -17.84 _ 12.57

5.58 12.02 7.73 6.37

7.25 -090 -091 33.49 -1.72

17.83 1.78 5.83 -1.65

-0.99 -0.50 1.35 2.42 2.27

2.59 149 1.84 3.52

1.77 2.09 1.02 2.36 1.32

2,61 0.32 0.63 0.63

3.83 2.23 293 3.63

3.34 4.37 2.64 4.83

7.74 4.42 212 2.59

6.88 1.29 5.93 2.40

3.30 1.06 -0.17
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Sector and Industry Descriptions
Leisure and Hospitality Sector*
Arts, Entertainment and Recreation
Other Amusement and Recreation
Full-service Restaurants
~ Accomodation

tional and Health Services (see Table 4).
The overall growth of 20.7 percent since
December 1996 has resulted in approxi-
mately 101,300 new jobs (Table 7). Given
the central role of education in growing
a knowledge economy, this seems a par-
ticulatly good sign. And when looking at
this sector’s sub-classifications by industry,
the Educational Services industry overall
has had job growth in 9 of the last 10
years, with 64.8 percent overall growth
since December 1996. Drilling down fur-
ther, Elementary and Secondary Schools
have experienced growth in 9 of the last
10 years, with an overall increase of 45.3
percent, while Colleges, Universities and
Professional Schools have had growth in
5 of the last 10 years, with an impressive
overall growth rate of 71.5 percent in that
period.

In the industry classified as Health Care
and Social Assistance, overall employment
has increased in 8 of the last 10 years,
with cumulative growth of 16.1 percent
since December 1996. Again drilling
further down into the data, the follow-
ing industry sub-classifications have also
experienced growth: Ambulatory Health
Care Services (5 straight years of growth;
overall 15.9 percent increase since De-
cember 2001); Offices of Physicians (5
straight years of growth; 18.4 percent in-
crease since December 2001); Offices of
Dentists (growth in 9 of the last 10 years;

13.1 percent increase since December
1996); Offices of Other Health Practitio-
ners (5 straight years of job gains; 19.6

UNIVERSITY OF MICHIGAN

Table 5. Employment Percentage Changes in Michigan’s Leisure and Hospitality Sector

Overall
% change

1997 1998

-0.95

1999

5.09 1.70

1.81

394 1053 12.38

4.13

508 3.55 1.25

5.86

5.66 2.68

1.73

3.01

o

tc

. Bureau of Labor Statistics; Cuirent Employment Statistics:series. F. igurés repfesent the percentage change in employment for the peﬁod from Déceémnber
of the previous year to December of the piven year. Green figures indicate year-over-year growth, red figures
able data; * indicates seasonally adjusted data, otherwise data is not seasonally adjusted.

indicate year-over-year decline, dashes indicate unavail-

percent increase since December 2001);
Outpatient Care Centers (3 straight years
of growth; overall increase of 9.1 percent
since December 2003); Home Health
Care Services (5 straight years of gains;
26.6 percent increase since December
2001), and Hospitals (growth in 4 of the
last 5 years; overall increase of 7.3 percent
since December 2001).

LEISURE AND HOSPITALITY

The Leisure and Hospitality sector,
with 29,500 new jobs since 1996 (see
Table 7), has experienced employment
gains in 7 of the last 10 years, with overall
growth of 7.8 percent since December
1996 (Table 5). Although some of the
jobs within this sector may not be con-
sidered new economy jobs in terms of
skills required and wages paid, nonethe-
less services provided by this sector such
as dining, entertainment and recreation
can be important factors in creating the
context required to attract the talent for
a knowledge economy labor force. Qual-
ity of life, including entertainment and
recreation opportunities, is critical to
attracting a highly educated workforce.
Industries experiencing growth in this
sector include Arts, Entertainment, and
Recreation (job gains in 7 of the last 10
years; overall growth of 27.9 percent);
Other Amusement and Recreation In-
dustries (growth in 6 of the last 10 years;
overall gains of 14.5 percent); Accommo-
dation (gains in 4 of the last 5 years; 9.1
percent overall growth); and Full-Service

Restaurants (10 straight years of growth
providing job gains of 25.7 percent).

OTHER MISCELLANEOUS INDUSTRIES AND
SECTORS

As shown in Table 6, the industry clas-
sified as Religious, Grantmaking, Civic,
Professional, and Similar Organizations
has experienced job growth in each of the
last 10 years, with overall growth of 21.2
percent between December 1996 and

. December 2006. Approximately 17,300

new jobs were created in this industry.
Meanwhile, in the Government sector,
industries with long term growth include
State Government Educational Services
(employment growth in 8 of the last 10
years; overall gains of 9.7 percent); Local
Government Junior Colleges (gains in 7
of the last 10 years; overall growth of 11.8
percent), and Government Hospitals (job
growth in 7 of the last 10 years; overall
gains of 21.2 percent). For the Govern-
ment sector as a whole, approximately
15,100 new jobs were created between
1996 and 2006 (see Table 7).

INFORMATION SECTOR DECLINE

In the midst of these numerous cat-
egories of growth, one particular new
economy industry stands out for its cu-
mulative job losses over the last 10 years:
the Information sector (see Table 6). At
the national level, Information sector em-
ployment peaked in 2000 and fell each
subsequent year until beginning to recover
in 2006.This group of industries (includ-
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Table 6. Employment Percentage Changes in Miscellaneous Other Sectors in Michigan
Overall

Sector and Industry Descriptions
Religious, Grantmaking, Civic, Professional
State Government Educational Services
Local Government Junior Colleges
Government Hospitals |
Information Sector Overall*

% change

1997 1998 1999

Source: U.,S; Bureau of Labor Statistics, Current Employment Statistics series. Figures represent the percentage change in employment for the period from December.
of the previous year to December of the given year, Green figures indicate year-over-year growth, red figures indicate year-over-year decline: * indicates seasonally
adjusted data, otherwise data is not seasonally adjusted.

ing publishing, telecommunications and
wired telecommunications carriers) grew
overall only 2.5% nationally between
1996 and 2006, while the experience in
Michigan included job losses in 5 of the
last 10 years, with an overall employment
decline of 5.6 percent, resulting in about
4,000 fewer jobs (Table 7).

A MORE BALANCED EMPLOYMENT BASE

Declines in manufacturing employ-
ment accompanied by increases in the
new economy sectors have resulted in a
more balanced and diversified employ-
ment base for the state, as shown in Table
7. According to the BLS data, in 1996
manufacturing employment accounted
for 19.6 percent of Michigans total

nonfarm employment base. By 2006 that
portion had fallen to only 14.6 percent, a
decline of more than 25.6 percent from
the 1996 figure. Other sectors experi-
encing relative declines in their portions
of the total nonfarm employment base
include: Natural Resources and Mining
(down 18.1 percent), Trade, Transporta-
tion and Utilities (down 3.5 percent),
and Information as noted above (down
4.1 percent). Meanwhile, sectors whose
shares of the employment base increased

over the last ten years include: Financial
Activities (up by 7.6 percent from 1996),
Professional and Business Services (up 8.8
percent), Educational and health services
(up 22.6 percent), Leisure and Hospitality
(up 9.6 percent), Other Services (up 7.6

Table 7. Michigan and U.S. Nonfarm Employment by Sector, 1996 - 2006

Percentage of Mi. Employment
% change

Total U.S.
9% change

Mi. Employment in Thousands
1996 2006  %change

Sector 1996 2006

[UENNERUTII  19.62%  14.59%

Natural Resources and Mining 0.22% 0.18%

Information 1.61% 1.55%

Trade, Transportation and Utilities [IREX0NE NN EAT 21

Construction 3.97% 4.07%

[T 14.76%  15.36%

Other Services 3.85% 4.14%

Finandial Activities 4.62% 4.97%
Professional and Business Services [RPXA0 MRENLIE
Leisure and Hospitality 8.60% 942% |
TGN EELIETONS G 11.13% 13.66%

jcil 100.0%  100.0% °

Sotrce: U:S. Bureau of Labor Statistics, Current Employment Statistics'series. Figures:in 1st.and 2nd:dataicolumns represent
each sector’s share of the total Michigan nonfarm employment in December of the given year; while figures‘in 3rd data col:
umn represent the percentage change from 1996 to 2006 for.each sector.” Figures in 4th and 5th data columns represent actual
Michigan employment in thousands by sector for December of the given year, while figures in the 6th data column represent
the percentage change from 1996 to 2006 for employment in each'sector.  Figures in the final column represent the change
from: 1996 to 2006 in total-U.S. employment by sector. Green figures indicate growth, red figures indicate decline; All data are
seasonally adjusted.

i

percent), Government (up 4 percent),and
Construction (up 2.6 percent).

Opverall, the number of nonfarm jobs
in Michigan fell by about 71,000 over
the period from December 1996 to
December 2006 (see last 3 columns of
Table 7). Gains in the growing sectors
(about 209,000 new jobs) didn*t quite
offset the losses in manufacturing, natural
resources and mining, trade, transporta-
tion and utilities, and information (losses
of about 280,000 jobs). By the end of
2006, although resulting from a period of
overall employment decline, Michigan’s
employment base was significantly less
reliant on the old economy sector of
manufacturing.

FIRMS AND ESTABLISHMENTS

Another view of Michigan’s eco-
nomic transformation considers changes
in the number of firms and establish-
ments over time, to round out the data
on employment presented above. Firm
and establishment data come from the
U.S. Census Bureau.

Using data from the Bureau’s Statis-
tics of U.S. Businesses series (from 1998,
the oldest comparable data available, to
2002, the most recent comparable data
available), there are encouraging signs of
new growth in the number of Michigan
firms and establishments for several of
the new economy sectors, as described
below and shown in Table 8. In the fol-
lowing sections, an establishment is de-
fined by the Census Bureau as a single
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Table 8. Percentage Changes in Mi. Firms and Establishments, 1998 to 2002, by Employment Size of Enterprise

Organization
Category
Firms
Establishments
Firms
_ Establishments

Sector
* Finance and Insurance
Prof., Scientific, & Tech. Svcs
Educational Services .
e . Establishments
Firms
Establishments
Firms
Establishments
Firms

Establishments
- Firms

Arts, Entertainment, & Rec.
Information
Management of Companies

Manufacturing

Overall

% change 1-4 5-9

Number of Employees in the Enterprise Overall
10-19

20-99  100-499 500+

Firms |

Establishments_

Source: U.S. Census Burean, Statistics of U.S. Businesses series. Figures representthe percentage change in firms and establishments by size of enterprise, be-
tween 1998 and 2002. Green figures indicate growth, red figures indicate decline,

business location, while 3 firm can consist
of one or more locations for a single busi-
ness. Firms and establishments are catego-
rized here by the number of employees
for the overall enterprise (not necessarily
the specific location/establishment) as
follows: 0 employees (that is, 0 employees
reported during the official mid-March
counting period, but some employees at
other times of the year); 1-4 employees;
5-9; 10-19; 20-99; 100-499; and 500
or more employees. Excluded from the
more detailed descriptions below are
reports of units with 0 employees, al-
though the Census data do show growth
in this category of firms and establish-
ments across the sectors of Finance and
Insurance (9.58 percent growth in these
firms from 1998 to 2002), Professional,
Scientific and Technical Services (5.28
percent growth), Educational Services
(6.48 percent growth), Management of
Companies (5.05 percent growth), and
Arts, Entertainment and Recreation (3.13
percent growth).

The Census data show encouraging
signs for small enterprise creation across
several of the new economy sectors, pro-
viding a glimpse of entrepreneurial activ-

ity in the state, as well as a hint of possible
job growth in the future.

Michigan may be witnessing aspects
of “creative destruction” as described by
economist Joseph Schumpeter, in which
older established firms eventually lose
their competitive advantages to newer
innovative firms (Schumpeter 1975).This
evolution in the marketplace is marked
by churning of jobs and firms with the
simultaneous destruction of older estab-
lished firms and creation of new small
and often innovative firms. Entrepreneurs
bring new energy, ideas, technologies and
processes that help convert startups into
growing firms with additional job growth
(Barth et al. 2006). As a sign of hope for
the future, according to a recent Milken
Institute report, “over the last decade,
small firms [i.e., firms with fewer than
500 employees] have provided 60 percent
to 80 percent of the net new jobs in the
economy ...” (Barth et al,, p.1, 2006).
In this light, the new firms entering the
Michigan marketplace not only point the
way for additional entrepreneurs to join
their ranks, but also hold the hope for
significant future job growth.

FINANCE AND INSURANCE

Positive growth is evident in the number
of Finance and Insurance sector firms and
establishments across all but the largest of
the enterprise size categories described in
the Census data. Towards the lower end of
the spectrum, for enterprises employing
1 to 4 workers, there was growth of just
over 7 percent in the number of firms and
establishments between 1998 and 2002.
For enterprises with 5 to 9 workers, there
was 13.26 percent growth in the number
of both firms and establishments between
1998 and 2002. And even at the upper
end of the spectrum, there was 9.8 per-
cent growth in the number of firms and
11.4 percent growth in establishments for
companies employing 20 to 99 workers,
16.4 percent growth in firms employing
100 to 499 workers, and 12.5 percent
growth in establishments for companies
employing more than 500 workers. The
only categories in this sector that shrank
over time were the number of firms em-
ploying more than 500 workers, which
fell by 8.9 percent, and the number of
establishments in the 100-499 category,
which fell by 3.6 percent.
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PROFESSIONAL, SCIENTIFIC AND TECHNICAL
SERVICES

Although growth in the Professional,
Scientific and Technical Services sector
was generally not as significant at the
lower end of the spectrum as was the case
in the Finance and Insurance sector, there
were large increases at the upper end.
For enterprises employing 100 to 499
workers, the number of firms grew by
25.2 percent while the number of estab-
lishments grew by 17.3 percent between
1998 and 2002. And for those companies
with more than 500 workers, the number
of firms increased by 12 percent while the
number of establishments increased by 59
percent.

EDUCATIONAL SERVICES

For the Educational Services sector,
growth was found in all segments except
for companies employing 0 workers in
the March reporting period, and those
employing 10 to 19 workers. For compa-
nies employing 5 to 9 workers, firms and
establishments increased by 14 percent
between 1998 and 2002. At the same
time, the number of firms employing 20
to 99 workers grew 12.5 percent while
establishments grew by 5.4 percent. And
at the top of the spectrum, for those com-
panies employing more than 500 workers,
the number of firms grew by 15.8 percent
while establishments grew by 61 percent.

ARTS, ENTERTAINMENT, AND RECREATION

The number of firms and establish-
ments in the Arts, Entertainment and
Recreation sector showed growth across
all size categories except for companies
employing from 10 to 19 workers and
those employing from 20 to 99 workers.
Otherwise growth was widespread. For
companies employing 1 to 4 workers,
the number of firms and establishments
both grew by 3.5 percent between 1998
and 2002. For companies employing 100
to 499 workers, the number of firms

Canter for
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increased by 24.5 percent while establish-
ments increased by 23.3 percent. And for
those organizations employing more than
500 workers, firms increased by 6.1 per-
cent while establishments grew by 14.4
percent. Again, while this sector may not
provide core knowledge economy em-
ployment, entertainment, recreational and
cultural attractions are important factors
in providing the quality of life desired by
highly educated knowledge workers.

MANAGEMENT OF COMPANIES

The number of firms employing more
than 500 workers fell by 2.4 percent be-
tween 1998 and 2002 for enterprises in
the Management of Companies sector.
Otherwise, growth was robust for enter-
prises employing from 1 to 4 workers,
with 18.6 percent growth in firms and
establishments, and for those employing
from 5 to 9 workers, where firms and
establishments both grew by 40 percent.
Growth was largest in this sector for
enterprises employing 10 to 19 workers,
where firms increased by 55 percent and
establishments increased by 62 percent.

DECLINING SECTORS

Losses in firms and establishments be-
tween 1998 and 2002 were more wide-
spread across the Information sector and
were especially widespread in Manufac-
turing. Similar to the drop in employment
figures described above in the Information
sector, there were decreases in the number
of firms and establishments across most of
the Information sector size categories,
although there were a few bright spots.
For instance, for companies employing
1 to 4 workers, the number of firms and
establishments increased by 12.7 percent
between 1998 and 2002. In addition, for
companies employing more than 500
workers, the number of firms grew by 10.2
percent while establishments increased by
25 percent.

Finally, almost all portions of the Manu-

facturing sector suffered cumulative losses,

as shown by the red figures in the bottom
two rows of Table 8.

SUMMARY OF EMPLOYMENT, FIRMS AND
ESTABLISHMENTS FINDINGS

The findings presented above paint
a general picture of nascent economic
growth in terms of both employment and
businessesin the sectors generally described
as part of the new economy, even during a
period of overall economic decline driven
by massive losses in Michigan’s previously
dominant manufacturing sector. Although
the new economy growth at times has
been anemic and halting, with increases
followed sometimes by declines, there has
been relatively widespread overall growth
during the last 10 years.

This picture of growth in new economy
sectors despite the huge manufacturing
losses should provide a sense of hope and
spur confidence that Michigan is not in
a state of total economic meltdown or
implosion. Rather, Michigan appears to
be in the midst of a wrenching economic
transformation, moving from an industrial
model, in which great and sustained suc-
cess led eventually to bloated bureaucra-
cies and expectations, toward a new model
of a knowledge economy that requires
significantly different foundations and
support structures.

Michigan’s Capacity
to Reinvent Itself

for a 21st Century
Economy and Culture

Given the evidence above that Michi-
gan’s economy is transforming and diver-
sifying itself, we turn next to the question
of Michigan’s capacity to continue this
transformation and to establish a successful
new 21st century knowledge economy.

There is no question that Michigan
lags the rest of the country in economic
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higher education because they are simply

Table 9. Michigan’s'National Rankings

on NSF Science & Engineering Indicators

Indicator Description
: Employment in high-tech establishments as a share of total state employment
Advanced science and engineering (S&E) degrees as a share of all S&E degrees conferred
Patents awarded per 1000 individuals in S&E occupations
Number of engineers as a share of the state workforce
Academic patents awarded per 1000 S&E doctorate holders in academia

Number of S&E employees as a share of the state workforce
Number of bachelor’s degree s in S&E conferred per 1000 18-24 year olds
Number of S&E graduate students per 1000 24-34 year olds

Source: National:Science Foundation;

o

growth. Countless statistics, reports and
media articles have described Michigan in
a “one state recession” (despite the growth
in the new economy sectors). Here the
relevant question is whether Michigan
has the capacity to pick itself up by its
bootstraps and reestablish robust and sus-
tainable economic growth based on the
requirements for success in a knowledge
economy.

Leading analysts have concluded that a
primary resource required to successfully
create a sustainable knowledge economy
is a well educated workforce, or human
capital, summed up with the word “tal-
ent.” According to Michigan Future, Inc’s
report A New Agenda for a New Michigan,
talent is defined as “a combination of
knowledge, creativity, and entrepreneur-
ship” (Michigan Future, Inc., p. iii). Ac-
cording to this increasingly dominant line
of economic thought, locations “without
concentrations of talent will have great
difficulty retaining or attracting knowl-
edge-based enterprises, nor are they likely
to be the place where new knowledge-
based enterprises are created” (Michigan
Future, Inc., p. iii).

How does Michigan fare on this front?
Is there cause for hope? Although Michi-
gan clearly suffers in some areas, there

is indeed reason for hope and optimism

Science and Engineering Indicators; 2006.

8th grade science proficiency
8th grade science performance
4th grade sdience proficiency

4 rformance

about Michigan’s capacity to reinvent it-
self economically, as described below.

HUMAN CAPITAL

‘With its history of readily available low-
skill manufacturing employment and a
below-average rate of adults with college
degrees, Michigan certainly has deficits in
human capital. Compared to the 27 per-
cent of the U.S. adult population aged 25
or older with at least a bachelor’s degree
in 2004, only 24.6 percent of Michigan-
ians aged 25 or more had graduated from
college (Michigan Future, Inc. 2006, p.
13).And at least some analysts have argued
that Michiganians don'’t value education
enough, citing the 2005 public opinion
survey “Culture of Education” conducted
by EPIC-MRA, in which only 54 percent
of Michiganians surveyed agreed with the
statement “everybody should get a college
education” while only 63 percent agreed
that “people who have a college educa-
tion are usually better off than people
who dont” (EPIC-MRA Your Child
Survey 2005).

On the other hand, it seems possible
that those respondents do value education
in general, while the responses quoted
above might reveal beliefs that not all
people will succeed in college, or that
some people would rather not pursue

better suited to low skill/low pay jobs.
There is evidence in the same survey to
support this view. For instance, 71 percent
of Michiganians disagreed with the state-
ment that “you can make a decent living
with just a high school education.” And 80
percent of respondents disagreed with the
statement that “education is useful up to a
point, but it’s possible to have too much”
(EPIC-MRA Your Child Survey 2005).
Furthermore, the EPIC-MRA study was
repeated in 2007, at which time 59 percent
of parents agreed that everyone should get
a college education, up from 54 percent
in 2005 (Mrozowksi and Wilkinson 2007).
In addition, the most recent U.S. Census
data show that more Michiganians are
graduating from high school and college
than in the past. By 2006, 89.7 percent of
Michiganians aged 25 or older had gradu-
ated from high school, compared to 88.6
percent a year carlier, while 26.1 percent
had graduated from college, compared to
24.6 percent in the previous year (Gon-
gwer Michigan Report, March 16, 2007).
These statistics seem to belie the argument
that Michiganians do not value education,
and at a minimum, the data show that
Michiganians are moving in the right
direction.

Beyond that mixed evidence, Michigan
shows strengths in a number of labor force
areas, including its science and engineer-
ing sector which is a critical component
in helping establish high-paying high-
tech industries that can form the core of
a knowledge economy (see Table 9). Ac-
cording to the National Science Founda-
tion (NSF) report Science and Engineering
Indicators 2006, Michigan ranked 10th in
the nation in the number of engineers
as a percentage of the state workforce in
2003 (NSF 2006). In terms of individuals
in science and engineering occupations as
a percentage of the workforce, Michigan
ranked 13th in 2003.And the performance
levels of these workers was impressive:

", . Center for
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Michigan ranked 11th in academic patents
awarded per 1000 science and engineer-
ing doctorate holders in academia, and 9th
in patents awarded per 1000 individuals
in science and engineering occupations.
These impressive patent statistics point
to a workforce that performs well on in-
novation activities, a key component of a
knowledge economy.

Onanotherdimension,Michigan ranked
2nd in the nation in terms of employment
in high-tech establishments as a percent-
age of total state employment. High-tech
industries were defined as: “those in
which the proportion of employees both
in research and development and in all
technology occupations is at least twice
the average proportion for all industries”
(NSF 2006, p. 8-83). That NSF report
argues that states with a high proportion
of high-tech employment * ... are prob-
ably well positioned to take advantage of
new technological developments because
they have a relatively larger pool of expe-
rienced high-technology workers” (INSF
2006, p. 8-82). Thus, Michigan appears
well positioned to be able to take advan-
tage of future technological developments
in a high-tech knowledge economy.

As for future generations of employees,
it must be noted that the U.S. overall is
falling dangerously behind other nations
in producing scientists, engineers and
mathematicians (Friedman 2005). Still,
there are promising signs regarding Mich-
igan’s capacity to produce high-skill em-
ployees, compared to the nation at large.
According to the NSF report, Michigan
performs well compared to other states
on the following measures: the number of
advanced science and engineering (S&E)
degrees as a share of all S&E degrees con-
ferred in 2003 (Michigan ranks 8th on
this measure); the number of bachelor’s
degrees in natural sciences and engineer-
ing conferred per 1,000 individuals 18-24
years old (Michigan ranks 15th); and the
number of S&E graduate students per
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1,000 25-34 year olds (Michigan ranks
16th).

Michigan’s curtent primary students
also demonstrate strengths compared to
the nation at large, according to the NSF
statistics which show that Michigan ranks
11th of the 38 states assessed on both 8th
grade science proficiency (measuring the
ability to undertake high school science)
and 8th grade science performance (the
level of knowledge of the subject mat-
ter) using data from 2000. In addition,
Michigan’s 4th graders ranked 11th on
science proficiency and 17th on science
performance. Other metrics on which
Michigan performed above the national
average include 4th grade mathematics
proficiency and performance, the share
of public high school students. taking
advanced placement exams, the share of
public high school students scoring 3 or
higher on at least one advanced place-
ment exam, and the number of bachelor’s
degrees conferred per 1,000 18 — 24 year
olds (INSF 2006).

Although Michigan does not lead the
nation in any of these rankings, these data
provide reason to believe in the capacity
of Michigan’s youth compared to their
counterparts around the country. Em-
ployers looking at these data would see a
base of math, science and engineering tal-
ent that compares favorably to other states
around the nation.

INNOVATION, RESEARCH AND
DEVELOPMENT

Beyond looking at tomorrow’s work-
ers, there are also positive signs based on
the current status of innovation, research
and development activity in the state.
Michigan today has a strong foundation of
research and development (R&D) activity,
a promising indicator of the state’s capac-
ity to reinvent itself and move toward a
knowledge economy. For instance, even
as the state’s manufacturing capacity has
withered, at the same time Michigan has

Table 10. Michigan’s Rankings
on the Development Report Card
for the States

Indicator
Privately funded R&D activities
Gross license income per worker

Source: Corporation for Enterprise Development,
#2007 Development Report Card for the States.”

T e
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become the “world center of automotive
research and design” (Drake 2006, p. 11).
The Corporation for Enterprise Devel-
opment (CFED) produces an annual re-
port entitled the Development Report Card
Jor the States, assessing business perfor-
mance, business vitality, and development
capacity (the capacity for future economic
development). According to the CFED
report, Michigan ranks 18th in terms of
“innovation assets” which includes factors
such as the number of scientists and en-
gineers employed and in school, internet
accessibility, research and development
expenditures, Small Business Innova-
tion Research Grants, patents issued, and
businesses created via technology transfer
from universities. When looking in more
detail at the report indicators, Michigan
ranks 4th in the nation in the amount
of privately funded R&D expenditures,
generally associated with larger corporate
activities. Other promising signs from the
CFED report show Michigan ranked 9th
in terms of royalties and licenses in gross
license income per worker for 2003, a
measure of university-based research ac-

Table 11. Michigan’s Rankings on
Micro- and Nanotechnology
Industry Indices

Rank

Innovation activity
Venture capital n
Industry density n

Research activity

Indicator

Source: Smalltimes Magazine.

TR
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Table 12. Michigan’s Rankings on Research and
Development Activities and Expenditures

Indicator

< Industry peﬁorﬁed R&D as a share of private industry output
: Total R&D expenditures from all funding sources
R&D intensity (R&D expenditures as a share of gross state product)
R&D performed by universities and colleges

Source: National Science Foundation, “Science:and Engineering Indicators;

2006.” ]

tivity, and 12th in terms of patents issued
per 1 million residents in 2005, a measure
of a state’s innovation capacity (CFED
2007). Each of these indicators provides a
glimpse into the culture and the economic
context defining Michigan’s capacity for
establishing a knowledge economy, where
factors like education and innovation are
critical.

In the micro- and nanotechnology in-
dustries, among the most innovative and
promising fronts for developing break-
through technologies, Michigan scores
particularly well compared to other states,
as seen in Table 11. According to Small-
times, a leading trade publication for the
micro- and nanotechnology industries,
Michigan ranks 8th in research activity,
6th in industry density, 6th in venture
capital, and 4th in terms of innovation
activity (Forman 2007). With future ap-
plications in numerous core areas of the
knowledge economy, from medicine to
national security to energy and advanced

manufacturing, nanotechnology holds

Table 13. Michigan’s Rankings on the
2007 State New Economy Indices

Indicator Description

E-government services

Immigration of knowledge workers

Foreign direct investment

Managerial, professional and technical jobs
Innovation capacity

Knowledge jobs

Overall score, New Economy Index

Source: Information Technology and Innovation Founda-
tion, “The 2007 State New Econorny Index.”
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the promise of provid-
ing enormous economic
impact. Michigan is well
positioned to ride that
future wave to success in a

Rank

new economy.

The NSF data also con-
firm Michigan’s strengths
in R&D activities, dis-
played in Table 12. Accord-
ing to NSFs 2006 report,
Michigan ranks number 1 in terms of

[ 1 |
[ 4]
o |

industry performed R&D as a percentage
of private-industry output for 2003, num-
ber 2 in terms of total R&D expenditures
from all funding sources, and number 9
for R&D performed by universities and
colleges. In order to get a more standard-
ized state comparison that controls for
factors like population size, geographic
size, natural resources, etc., NSF also cal-
culates a measure of “R&D intensity” by
dividing total R&D expenditures by gross
state product. For 2003, Michigan ranked
4th in the nation in terms of R&D inten-
sity (NSF 2006).

As shown in Table 13, Michigan also
scores well on a number of metrics in a
new report from the Information Tech-
nology and Innovation Foundation (ITIF)
(Atkinson and Correa 2007) entitled The
2007 State New Economy Index. Michigan’s
state government leads the way, rank-
ing number 1 in online e-government
services. According to the ITIF report,
“State governments that fully embrace
the potential of networked information
technologies will not only increase the
quality and cut the costs of government
services, but also help to foster broader
use of information technologies among
residents and businesses” (Atkinson and
Correa 2007, p. 42). In terms of overall
innovation capacity, measuring things
like high-tech industries, science and
engineering employment, patents, R&D
activity and venture capital, Michigan
ranks 16th, well above the national aver-

age. Michigan scores particularly well in
the trend regarding high-tech jobs as a
percentage of all jobs, where the state has
moved up from a rank of 35th in 2002 to
20th in 2007, the second highest rate of
positive change in the nation. Other met-
rics on which the state scores above the
national average include knowledge jobs
(Michigan ranks 17th), managerial, pro-
fessional and technical jobs (11th), foreign
direct investment (10th) and immigration
of knowledge workers (6th) (Atkinson
and Correa 2007).

For the overall summary score on the
new economy index, Michigan ranks
19th. Importantly, this 2007 score shows
a significant positive trend, with Michigan
moving up from a rank of 34th in 1999
and 22nd in 2002 (Atkinson and Correa
2007). In terms of growing a new econ-
omy, the ITIF assessment shows Michigan
on a positive path with forward momen-
tum, despite the enormous losses in the
automotive and manufacturing sectors.
Again, these indicators point to economic
transformation, not economic implosion.

ENTREPRENEURIALISM

Michigan is not yet an entrepreneurial
state, as the ITIF report shows by ranking
the state 40th on overall entrepreneurial
activity (ITIF 2007).There are signs, how-
ever, of movement in the right direction.

Michigan ranks 1st in jobs
created by startup businesses
during 2002-2003

The Corporation for Enterprise De-
velopment (CFED) surprisingly ranks
Michigan first out of the 50 states in job
creation by startup businesses for the pe-
riod 2002-2003 (CFED 2007). According
to the report, this particular indicator “...
gives a picture of the influence of local
entrepreneurs on a state economy through

the creation of new jobs” (CFED 2007).
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For its overall entrepreneurial index score,
CFED ranks Michigan 24th, signficantly
better than the ITIF report. In addition,
and confirming the data reported above
regarding positive growth in the number
of small firms, a related CFED indica-
tor measures the percentage change in
the number of new companies created
per 100 workers over a 5 year period of
time, to gauge trends in entrepreneurial
activity. Using this data from the period
2000 through 2005, the CFED report
ranks Michigan number 13 in terms of
these new business startups. This is clearly
evidence of improving entrepreneurial
activity, refuting the accepted view of
Michigan as a lethargic and hulking eco-
nomic has-been.

Summary

This report is not intended to argue that
Michigan’s economy is in good shape or
that it will be in good shape soon. There
is no question that the direct and indi-
rect job losses resulting from the Big 3%
decreased automotive market share have
devastated Michigan’s economy. Nor is
there a question that these problems will
persist for years to come. Policymakers
and the public will continue grappling
with the effects of additional manufactur-
ing job losses over the coming years.

In addition, there are numerous other
problems facing the state, including too
little venture capital, too many young
talented citizens moving away, and dys-
functional state government that has
taken far too long to enact reforms or
taxes for investing in the state’s future,
thereby contributing to the sense of eco-
nomic crises in communities throughout
the state. Numerous recent reports have
offered policy recommendations for many
of these problems, and so this report is not
intended to repeat those prescriptions.

The intent of this report is to argue
that descriptions of Michigan’s economy
as imploding are inaccurate and counter-

productive. In place of those one-sided
descriptions of an economic meltdown,
this report presents evidence that Mich-
igan’s economy is in a period of historic
transformation, with nascent growth of
a new economy occurring alongside the
enormous losses from the decay of the old
system. Michigan is undergoing economic
diversification during a period of transi-
tion from a dying economic model to an
emerging one.

If the way forward to a new economy
requires talent, entrepreneurialism, inno-
vation, risk-taking, and a more educated
workforce, then focusing only on negative
news will hinder the state’s ability to take
the positive steps required to reach that
brighter future. The sense of gloom has to
be overcome. The self-image of a rust-belt
wasteland has to be replaced by a more
complete view of a state in transition. The
new economy requires vision, optimism
and hope. If Michiganians are to move
the state forward, we must find a way to
motivate and inspire ourselves. This report
is intended to provide a step on that path,
by highlighting the new economy growth
that is already occurring, as well as the
state’s capacity to continue and expand
that growth.
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